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SUBJECT: L.A. CARE HEALTH PLAN ADMINISTRATIVE COST ANALYSIS
REVIEW

We have completed a review of L.A. Care Health Plan's (L.4. Care or Agency)
admínistrative cost analysis. L.A. Care is the licensed Local lnitiative Health Authority
(Local lnitiative) for the County of Los Angeles (County), and is an independent, tax-
exempt public agency created by the County to provide managed health care services
to low-income County residents. Title 28 of the California Code of Regulations Section
1300.78(b) requires that administrative costs of licensed health care service plans
should not exceed 15o/o of each plan's total revenues.

Background

During our review of L.A. Care's financial condition issued in March 2015, we noted that
the Agency's administrative expense ratio was approximately 4.5o/o for Fiscal Years
(FY) 2011-12 through 2013-14, which was lower than the average 6.5% administrative
expense ratio of the three most comparable Local lnitiatives (i.e., CalViva Health Plan,
lnland Empire Health Plan, and Health Plan of San Joaquin) we used to compare to the
Agency. We also noted that L.A. Care primarily provides the delivery of health care
services to members by contracting with its Plan Partners (i.e., Anthem Blue Cross of
California, Care 1't Health Plan, and Kaiser Foundation Health Plan). The purpose of
these partnerships is to provide L.A. Care members more choices and flexibility with
their health care needs.
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in iune 20i5, we conciuctecj a tbiiow-up revrew, and reported to your Hoard regardrng
L.A. Care's implementation status of the recommendations from our March 2015 report
on the Agency's financial condition. ln addition, we noted that L.A. Care's Plan Partners
have additional administrative expenses that are not factored into L.A. Care's total
administrative costs. As a result, certain adjustments may be necessary to ensure that
an accurate comparison of administrative costs can be made between L.A. Care and
the other Local lnitiatives.

To address the concerns from our June 2015 review of the Agency's total administrative
expenses, L.A. Care made relevant adjustments, and prepared an analysis of their FY
2013-14 administrative costs compared to eight Local lnitiatives (i.e., lnland Empire
Health Plan, CalViva Health Plan, Health Plan of San Joaquin, Alameda Alliance for
Health, Kern Health Systems, San Francisco Community Health Authority, Santa Clara
County Health Authority, and Contra Costa County Medical Services) and three County
Organized Health Systems (i.e., Orange County Health Authority, San Mateo Health
Commission, and Partnership Health Plan).

Scope and Results of Review

For this review, we examined the September 2015 administrative cost analysis that L.A.
Care prepared covering FY 2013-14 (Attachment). Our review included interviewing
L.A. Care financial management and staff, and evaluating the accuracy and
reasonableness of the Agency's administrative cost analysis report. We determined
that the methodology L.A. Care used for adjusting their total revenues and
administrative expenses to exclude their Plan Partners line of business in their analysis
is reasonable, and that the Agency's unadjusted and adjusted administrative expense
ratios did not exceed the California Code of Regulations' maximum administrative
expense to total revenues ratio of 15o/o, as discussed in detail below. ln addition, we
compared the revenue and administrative expense information L.A. Care included in
their analysis to the figures the health plans reported to the California Department of
Managed Health Care, and verified that the information reconciles, and is complete and
accurate.

Comparison to Other Health Plans

L.A. Care's Administrative Cost Analvsis

L.A. Care's analysis indicates that although the Agency is the largest health plan
compared to the other 11 health plans the Agency used to compare their business, L.A.
Care has one of the lowest administrative expense ratios al 4.3o/o for FY 2013-14
(Figure 2.0), with roughly 64.60/o of the Agency's health care expenses paid by
capitation (i.e., fixed per-enrollee payments to Plan Partners), and the remaining 35.4%
paid by non-capitation (i.e., payments to direct in-network providers) (Figure 3.0).
Figure 3.0 of the Agency's analysis also shows that nine health plans generally delegate
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(i.e., contract out managed health care services) a percentage of their business to
contracted parties, with CalViva Health Plan delegating nearly all of its business. L.A.
Care indicated that there is variability (e.9., size of health plans, percentage of
delegated business, etc.) across the health plans that would affect their administrative
expenses if the expenses are adjusted to account for the delegation.

ln addition, L.A. Care recalculated their administrative expense ratio to exclude the
Agency's Plan Partners line of business from their overall operations (Figure 4.0). L.A.
Care's total revenues would be reduced by $t.7 billion, from $4.1 billíon to $2.4 billion,
and their administrative expenses reduced by $29.0 million, from $176.8 million to
$147.8 million. As a result, the Agency's administrative expense ratio would increase
from 4.3o/o to 6.2%. L.A. Care's analysis further illustrates that with these adjustments,
the Agency's administrative expense ratio would be approximately the average of all of
the other health plans' unadjusted ratios of 6.1% (Figure 5.0).

Additional Administrative Cost Analvses

Since L.A. Care only adjusted their figures to exclude their delegated line of business
and not the other health plans' fígures, we contacted the three Local lnitiatives we
compared L.A. Care to in our March 2015 review to provide us their adjusted total
revenues and administrative expenses to exclude their delegated lines of business.
Although lnland Empire Health Plan and Health Plan of San Joaquin were unable to
provide us their adjusted revenues and administrative expenses, we noted that CalViva
Health Plan's ratio would remain the same at 5.9o/o, since they delegate nearly all of
their business. L.A. Care's adjusted administrative ratio of 6.20/o would only be slightly
higher than CalViva's ratio.

We also worked with the Agency to determine what L.A. Care's administrative costs
would be if the Agency did not contract at all with its Plan Partners (i.e., did not delegate
direct care and administrative expenses). L.A. Care recalculated their revenues and
administrative expenses, and estimated that their total revenues would remain the
same, but their administrative expenses would increase by $29.5 million to $200.3
million. The increase would primarily consist of non-medical salaries and employee
benefits to support the additional members. This would slightly increase their
administrative expense ratio to 4.8%. We noted that even with these adjustments, the
Agency's administrative expense ratio would be lower than the average of all of the
other health plans' unadjusted ratios.

As previously mentioned, L.A. Care's FY 2013-14 administrative expenses attributed to
Plan Partners was $Zg.O million, and included employee salaries and benefits,
temporary labor and recruitment, services and supplies, marketing efforts, etc. We
reviewed the high-level details of these administrative expenses provided by L.A. Care,
and determined that the expenses are generally allowed under Title 28 of the California
Code of Regulations Section 1300.78(a).
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Cu¡"rent Administrative Expenses

From FY 2013-14 through September 30, 2015, L.A. Care's total revenues and
administrative expenses increased from $4.1 billion to $6.4 billion (54o/o) and $176.8
million to $261.6 million (48%), respectively. L.A. Care's slightly higher growth in total
revenues relative to administrative expenses has decreased the Agency's
administrative expense ratio to 4.1o/o. L.A. Care indícated that the increase in total
revenues was due to the increase in their Medi-Cal Expansion membership caused by
the Affordable Care Act roll out, while their administrative expenses to support the new
members grew at a slightly lower rate.

Review of Report

We discussed our report with L.A. Care management, and they agreed with our
assessment of their analysis and the additional administrative cost analyses we
conducted. We will continue to review L.A. Care's financial condition annually, and will
conduct our next review in spring 2016. We will also conduct other operational and
financial audits in the future, as needed. We thank L.A. Care management and staff for
their cooperation and assistance during our review. lf you have any questions, please
contact me, or your staff may contact Robert Smythe at (213) 253-0100.

JN:AB:PH:RS:JU

Attachment

c: Sachi A. Hamai, Chief Executive Officer
Patrick Ogawa, Acting Executive Officer, Board of Supervisors
Mitchell H. Katz, M.D., Director, Los Angeles County Health Agency
John Baackes, Chief Executive Officer, L.A. Care Health Plan
Tim Reilly, Chief Financial Officer, L.A. Care Health Plan
Public lnformation Office
Audit Committee
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